Class-12 Accountancy
Chapter 1 - Basics of Partnership

Introduction

A business can be organised in the form of a sole proprietorship, a partnership firm or a
company. In Sole Proprietorship total capital is invested by only one person and only he is
responsible for functioning and all the profits and losses. The main disadvantage of single
ownership is that his all personal properties are always at risk and may be used for the
payment of the business liabilities. That's why the need of partnership takes place. In
partnership loss is shared by all the partners while in single proprietorship only one
person is suffering for all losses. The main advantage of partnership is that there are two or
more persons to take the responsibility of business. All profits and losses are distributed
among the partners. Partnership comes into existence out of agreement. The agreement
may be written or oral among the partners. It is better to have a written agreement among
the partners to avoid the conflicts or disputes. Whenever there is dispute for the
distribution of the profits among the partners, in such case Indian partnership act 1932 is
applicable.

Meaning and Definition of Partnership

A partnership is formed by an agreement. Partnership agreement may be written or oral.
The agreement should be to share the profits of the business. The firm's business may be
carried on by all the partners or any one of them acting for all. As per the law, it is not
necessary to have a written agreement but to avoid the trouble in managing the affairs of
the partnership firm, it is always advisable to have a written partnership deed which
should be signed by all the partners.

Definition According to Section- 4 of the Indian Partnership Act, 1932

"Partnership is the relationship between persons who have agreed to the share

the profits of a business carried on by al or any one of them acting for all”
Features/Characteristics of Partnership

1. Two or More Persons : A partnership business can be commenced with twvo or more

partners. According to the Indian Companies Act, 1956, maximum number of persons
in case of a banking business is 10 (Ten) and 20 (Twenty} in case of other business.
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